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Abstract 
 
This study investigates the relationship between the sharia stock index and 
market capitalization in Indonesia for the period 2011-2019. This study uses 
secondary data, it is monthly time series data with 97 months observation 
period from May 2011 until March 2019. The analysis technique of this study 
is the granger causality test that is complemented by the impulse response and 
variance decomposition test. the findings of the study indicated that there was 
only a one-way causality relationship between the Indonesian sharia stock 
index variable and market capitalization, which only the changes of market 
capitalization in the past affected the changes of the sharia stock trading value 
in the present but not vice versa. The effect of market capitalization changes 
will be responded strongly by sharia stock in the second and third month, and 
then return to a new stable condition. Furthermore, the changes in the value of 
market capitalization provide a sizable and continuous contribution to the 
changes of Indonesia sharia stock trading value. 
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INTRODUCTION 
Islamic-based financial institutions and non-bank financial institutions are 
increasingly developing in Indonesia. The development of Islamic financial 
institutions began to grow significantly since 1998 after the economic crisis that 
struck almost the entire world. This is due to the fact in the field shows that the 
sharia-based economy and finance are able to withstand the shocks of the economic 
crisis (Al-smadi, Almsafir, & Mukthar, 2017). Sharia-based finance also has its own 
advantages, it has a halal transaction ethics and clean from the elements of 
manipulation and fraud as well as upholding justice and blessing (Yuliana, Suhel, 
& Bashir, 2017). 
One of the growing Islamic financial instruments in Indonesia is sharia 
investment in the capital market. OJK explained that the Islamic capital market is a 
capital market activity that is not contrary to Islamic principles in the capital market. 
The concept of sharia stock trading is the concept of musharakah/shirkah activities, 
namely capital participation with profit sharing rights (Arshad & Ismail, 2010; 
Meutia & Adam, 2017). Thus, stocks do not contradicting with Islamic principles, 
because stocks are proof of equity participation from investors to companies, which 
then investors will get a profit sharing in the form of dividends (Al-Deehani, El-
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Sadi, & Al-Deehani, 2015; Sherif, 2016). Buying and selling stocks in the Islamic 
capital market is a facility to bring together two interests, namely those who have 
excess funds (investors) and those who need funds (issuers/companies). Through 
the capital market, those who have excess funds would be able to invest and 
expecting to obtain legal compensation and in accordance with Islamic law, while 
issuers can utilize these funds for long-term funding of the company's operations. 
Institution that conduct capital markets in Indonesia is the Indonesia stock 
exchange (IDX). The development of sharia stocks in the Indonesian capital market 
began with the issuance of the Jakarta Islamic Index (JII) in July 2000 which was 
limited to only 30 shares and the Indonesian Sharia Stock Index (ISSI) in May 2011. 
Both were issued by BAPEPAM-LK and Dewan Syariah Nasional-Majelis Ulama 
Indonesia (DSN-MUI). Indonesian sharia stock index is a sharia stocks consisting 
of all stocks registered on the Indonesia stock exchange and registered in list of 
sharia securities (DES). When it first issued, 214 stocks were registered in 
Indonesian sharia stock index. The development of the Indonesian sharia stock 
index in each period was quite significant. The Indonesia stock exchange data 
shows that until January 2019 there were 627 companies listed on sharia stock index 
(Bursa Efek Indonesia Syariah, 2019). The following figure is the progress of the 
Indonesian sharia stock index from May 2018 to March 2019. 
 
 
 
 
 
 
 
 
 
 
 
Figure 1. Progress of Indonesian sharia stock Index (May 2018-March 2019) 
Source: Bursa Efek Indonesia Syariah, 2019 (processed) 
 
Figure 1 shows that the movement of sharia stock index every month shows 
a positive and stable trend, especially when entering October 2018 where it 
increased by around 175 points and continued to move significantly up to March 
2019 increasing to around 195 points. Besides looking at the trend of movement 
and the value of stock sales, another factor considered by investors in investing in 
the capital market, especially the stock market is market capitalization. Large 
market capitalization is generally one of the attractions of investors in choosing 
stocks. Market capitalization is the market value of the outstanding shares of an 
issuer  (Ang, 1997).  
Market capitalization value is obtained by multiplying the number of shares 
outstanding by the stock market price. The size of the company on the stock market 
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can be seen from its market capitalization, or in other words the market 
capitalization is the price of a company calculated from the total value of shares 
outstanding on the stock market. The following figure is development in the stock 
market capitalization on the Indonesia stock exchange over the past 6 years 
(Otoritas Jasa Keuangan, 2019). 
 
 
 
 
 
 
 
 
 
 
Figure 2. Development of Market Capitalization on the IDX in 2014-2019 
Source: Otoritas Jasa Keuangan, 2019 (processed) 
 
Figure 2 shows that the development of the stock market capitalization over 
the past 5 years shows an increasing trend, until March 2019 the value of its 
capitalization reached 7390.22 trillion. This indicates that the better and developing 
stock market in Indonesia and the more good companies listed on the Indonesia 
stock exchange stock market with large capitalization are targeted by investors to 
invest in the long term because of the amazing growth potential of the company, 
besides, good dividends and relatively low risk. Stocks that have a high market 
capitalization value are usually followed by a relatively high stock price, which will 
provide a high value of sales or profits as well, in the capital market commonly 
called return. The study conducted by Rifqiawan (2014) and Taslim & Wijayanto 
(2016) states that market capitalization effects an increase in returns. Furthermore 
Garonfolo (2011) and Lukács (2002)  also explained that by looking at stock prices 
itself is not enough to predict returns, it is necessary to look at market capitalization 
as well because stock prices are not always able to reflect the true value of a 
company. 
High stock prices do not always conclude that the company is growing or 
has a high value. Market capitalization gives an idea of how much a company prices 
when sold on the market. This is used as a basis by investors to help in analysis how 
much the growth of a company. The greater the market capitalization of a stock, the 
longer the investor retains ownership of its stocks, because investors assume that 
large companies will tend to be more stable from the financial side, less risk, have 
good long-term prospects and high return expectations (Abdelbaki, 2013; and 
Gründl, Dong, & Gal, 2016). 
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Both Islamic stocks and stock market capitalization have a trend that tends 
to increase from period to period. This indicates that more companies have been 
listed in the Islamic stock index and more investors are participating in stock trading 
in the capital market and more and more companies are growing large. These two 
variables support each other in the performance of the Islamic capital market in 
supporting investment and economic growth in Indonesia. Therefore, the study 
aims to investigate the relationship between Islamic stock indexes and capital 
market capitalization. 
 
METHODS 
This study is quantitative descriptive using secondary data in the form of 
monthly time series data from May 2011 - May 2019 obtained from the official 
publications of Financial Services Authority (OJK) and Indonesia stock exchange 
(IDX). The data analysis are market capitalization (MC) and the Indonesian sharia 
stock index (ISSI) in units of trillion rupiah. The analysis technique in this study is 
the causality test using Granger causality. The causality test can indicate whether 
between variables have a two-way relationship or only one direction only. If it turns 
out that these variables have a two-way relationship, it means that these variables 
affect each other. In other words, there is a causal relationship between variables in 
the past to the present conditions. In the causality test the data used must be time 
series data because we need to see the effect of the past on the present condition 
(Widarjono, 2013). Furthermore, in the causality test there are no independent 
variables, all variables are dependent variables. In other words all variables are 
endogenous. The equation model used in the study is as follows: 
 
∆ISSIt = α1 + ∑ β1
m−i
l=1
∆ISSIt−1 + ∑ γ1
𝑚−1
l=0
∆MCt−1 + δ1ECTt−1 + ε1t                     (1)  
 
∆MCt = α2 + ∑ β2
m−1
l=1
∆MCt−1 + ∑ γ2
m−i
l=0
∆ISSIt−1 + δ2ECTt−1 + ε2t                     (2)  
 
Where: ISSI is Indonesia sharia stocks index; MC is market capitalization; the 
notation α1, α2, β1, β2, γ1, γ2, δ1, δ2 is coefficient; ECT is error correction term; t-1 is 
lag; e is errorterm. 
 
Figure 3 shows the first step taken in the analysis is the stationary data test. 
When all variables are stationary, the next step is to determine the length of the Lag 
and then proceed with the co-integration test. Next, a vector auto-regression (VAR) 
is performed if the stationary test results show the data is stationary at the data level. 
But if the stationary test results show data is stationary at the difference level, then 
the vector error correction model (VECM) is conducted (Widarjono, 2013). Before 
proceeding to the last test, the causality test, it is better to conduct the impulse 
response and variance decomposition. This is to deepen the results of the analysis 
of causality tests. There are several stages of econometric statistical tests that must 
be passed in this study as follows: 
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Figure 3. Stages of econometric statistical test 
 
RESULTS AND DISCUSSION 
Unit root test 
Stationary data test can be performed using the Augmented Dickey-Fuller 
(ADF) unit root test at the level data, first difference, or second difference until a 
stationary data is obtained. 
 
Table 1. Stationary test on the first difference 
Variables ADF test p-value Summary 
ISSI -9.264146 0,0000 Stationary 
MC -8.378463 0.0000 Stationary 
Source: Authors calculations 
 
From the Table 1 it can be seen that all variables have been stationary in the 
First Difference. This can be proven by the probability value is smaller than alpha 
0.05. Thus all data no longer contains unit root problems. 
 
Lag length criteria 
Determination of the lag length is important in the VAR or VECM model. 
It is needed to determine the length of the period of influence on other endogenous 
variables that can be seen from the Lag Criteria, namely Likelihood Ratio (LR), 
Final Prediction Error (FPE), Akaike Information Criterion (AIC), Schwarz 
Information Criterion (SC) and Hannan-Quinn Information Criterion (HQ). The 
results in the lag length test are determined by looking at the highest number of stars 
in each lag criteria test (Bahmani-Oskooee & Brooks, 2003).  
 
Time series data 
Unit root test 
Johansen co-integration 
not co-integration 
Lag length optimum 
co-integration 
VAR VECM 
Impulse response function & variance 
decomposition 
The causality test 
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Table 2. Lag Length Criteria 
Lag LogL LR FPE AIC SC HQ 
1 -1196.135 309.9662 1.85e+09* 27.01427* 27.18204* 27.08189* 
Source: Authors calculations 
 
The lag length criteria test results showed that the lag criteria indicator gives 
the highest number of stars in lag 1. 
 
Johansen co-integration test 
The co-integration test aims to determine whether there will be a balance in 
the long run, that is to find out whether or not there is a similarity in the movement 
and stability relationships between the variables in the study (Johansen, 1988). The 
method used in this study is the co-integrating Johansen test. 
 
Table 3. The Johansen co-integration test 
Trace Statistics 
0.05 
Critical Value 
Max-Eigen 
Statistics 
0.05 
CriticalValue 
31.89135*** 15.49471 31.16081*** 14.26460 
Source: Authors calculations 
 
The result of co-integration test in Table 3, it is known that at the alpha level 
of 0.05 the value of Trace Statistics is greater than the Critical Value or 31.89135 > 
15.49471. Likewise, the Max-Eigen Statistics value is greater than the critical value 
or 31.16081 > 14.26460. This means that all the variables in the model have a long-
run co-integration relationship. The results of the co-integration test indicate that 
between the movement of Indonesian sharia stock index and market capitalization 
have a stability/balance relationship and similarity of movement in the long-run. 
Because it is known that there is a co-integration relationship between variables, 
this study continues to the vector error correction model approach. 
 
The estimation of vector error correction model  
VECM is used in the VAR model if the time series data is not stationary at 
level data, but stationary at the level of differentiation and is co-integration. Based 
on the previous stationary test it has been found that the stationary variable is at 
first difference. In accordance with the provisions of the restricted VAR model, the 
test will then proceed to the VECM test. 
 
Table 4. The VECM estimation result 
Variables C ISSIt-1 MCt-1 Prob. 
ISSIt 8.663508 -0.100641 0.353350 0.0185 
MCt 31.88991 0.046625 0.116795 0.5316 
Source: Authors calculations 
 
The first model, the variable is statistically significant at level 5 percent. It 
means that the Indonesian sharia stock index trading value is influenced by the 
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Indonesian sharia stock index trade value itself a month ago, and is influenced by 
the market capitalization on the stock exchange a month ago, where each increase 
of 1 trillion Indonesian sharia stock index trading values this month is due to the 
tendency of the increase in market capitalization last month by 0.35 trillion. The 
negative Indonesian sharia stock index value is suspected because investors are 
more dominant in seeing the magnitude of the market capitalization value instead 
of seeing the specific trading value of sharia stocks when trading on the Islamic 
capital market (Manasseh et al., 2018). 
The second model, it turns out that market capitalization statistically 
insignificant at level 5 percent. It means that the market capitalization value has no 
effect on the Indonesian sharia stock index trading value. Means the size of the 
market capitalization value on the Indonesia stock exchange is only influenced by 
the value of market capitalization itself a month ago, where each 1 trillion increase 
in market capitalization value this month is due to last month's market capitalization 
value which tends to rise by 0.11 trillion. 
 
Impulse response function test 
Through impulse response we can track the shock of a variable for the next 
few periods and see how much the standard deviation changes due to the shock 
(Widarjono, 2013).  
 
Table 5. Impulse response function tests 
Impulse response of ISSI to MC  Impulse response of  MC to ISSI 
Period MC  Period ISSI 
1 0.000000  1 60.91063 
2 117.8179  2 86.07795 
3 88.16162  3 82.11303 
4 94.96707  4 82.46265 
5 89.75693  5 81.35482 
Source: Authors calculations 
 
Both Table 5 and Figure 4 show the response of Indonesian sharia stock 
index to the shock from market capitalization. In the second month the market 
capitalization gave a fairly strong shock of 117.8179 standard deviations, then 
decreased in the 3rd month by 88.16162 and experienced a small increase in the 4th 
month of 94.96707 then followed to a stable return in the following months at a 
value of 89.75693. Meanwhile, the response of market capitalization to the shock 
of Indonesian sharia stock index. In the 2nd month, Indonesian sharia stock index 
gave a shock of 86.07795 standard deviations then started to stabilize in the 3rd 
month and the following months amounted to 81.35482. 
From the two impulse response tests above it can be said that the shock 
given by the market capitalization gives much greater effect than Indonesian sharia 
stock index. This means that if there is a change in the market capitalization value 
on the Indonesia stock exchange then the sharia stock index trading value will 
respond strongly in the second and third month before then heading to a new stable 
condition (Manasseh et al., 2018). 
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Figure 4. Impulse response function tests 
Source: Authors calculations 
 
From the two impulse response tests above it can be said that the shock 
given by the market capitalization gives much greater effect than Indonesian sharia 
stock index. This means that if there is a change in the market capitalization value 
on the Indonesia stock exchange then the sharia stock index trading value will 
respond strongly in the second and third month before then heading to a new stable 
condition (Manasseh et al., 2018). 
 
Variance decomposition test 
The variance decomposition test illustrates the relative importance of each 
variable in the VAR system due to the shock and is useful for predicting the 
contribution of the variance percentage of each variable due to changes in certain 
variables in the VAR system (Widarjono, 2013). 
 
Table 6. Variance decomposition test 
ISSI due to MC  MC due to ISSI 
Period ISSI (%) MC (%)  Period ISSI (%) MC (%) 
1 100.0000 0.000000  1 11.31791 88.68209 
2 83.73372 16.26628  2 14.69872 85.30128 
3 78.11043 21.88957  3 14.74896 85.25104 
4 72.13909 27.86091  4 14.81609 85.18391 
5 67.72137 32.27863  5 14.76972 85.23028 
6 63.84761 36.15239  6 14.73661 85.26339 
7 60.55014 39.44986  7 14.70479 85.29521 
8 57.65728 42.34272  8 14.68048 85.31952 
9 55.11112 44.88888  9 14.66082 85.33918 
10 52.84767 47.15233  10 14.64509 85.35491 
Source: Authors calculations 
 
Both Table 6 and Figure 5 show the shock from the market capitalization 
variable to Indonesian sharia stock index which continues to rise. The shock from 
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the market capitalization contributed increasingly higher from period to period. In 
the second month period the Indonesian sharia stock index variant was explained 
by the variable itself by 83 percent, while the contribution of the market 
capitalization variable by 16 percent. So on in the 10th month the contribution of 
market capitalization variables increased by 47 percent. This indicates that changes 
in market capitalization value contributed substantially and continuously to changes 
in the value of sharia stock trading. 
Meanwhile, the shock from the Indonesian sharia stock index variable on 
market capitalization which tends to be flat. It can be seen that the shock of 
Indonesian sharia stock index only makes a small contribution from period to 
period. In the first month period the market capitalization variance was explained 
by the variable itself by 89 percent, and the contribution of the Indonesian sharia 
stock index variable by 11 percent. Until the second to ten-month, the contribution 
of the Indonesian sharia stock index variable was only 14 percent.  
 
0
20
40
60
80
100
1 2 3 4 5 6 7 8 9 10
MC
Percent ISSI variance due to MC
Variance Decomposition
0
20
40
60
80
100
1 2 3 4 5 6 7 8 9 10
ISSI
Percent MC variance due to ISSI
Variance Decomposition
 
 
Figure 5. Variance decomposition test 
Source: Authors calculations 
 
This indicates that changes in the trading value of sharia shares tend not to 
contribute significantly to changes in the value of market capitalization on the 
Indonesia stock exchange. These findings in line and support the study result 
conducted by Robiyanto (2019) and Qoyum, Mardiya, & Sakti (2017). From the 
two variance decomposition tests above it can be said that the value of market 
capitalization is relatively important and plays a role in changes in the value of 
sharia stock trading, while sharia stocks have relatively no role in changing the 
value of market capitalization. 
 
Granger causality test 
The virtue of the causality test is to indicate whether a variable has a two-
way relationship or only one direction only by looking at the statistical significance 
of the probability value (Djalal, 2002). 
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Table 9. The estimation of Granger causality model 
Granger Causality Test Probability Summary 
MC to ISSI 0.0004 causal 
ISSI to MC 0.3515 no causal 
Source: Authors calculations 
 
From the test results of the causality relationship between the market 
capitalization (MC) variables towards Indonesian sharia stock index (ISSI), it can 
be seen that there is a causality relationship between the market capitalization and 
Indonesian sharia stock index variables by looking at the probability value of 
0.0004 which is smaller than alpha 0.05. This means that there is a causal 
relationship between the market capitalization variable to the Indonesian sharia 
stock index variable. While between the Indonesian sharia stock index variable on 
the market capitalization variable the probability value of 0.3515 is greater than 
alpha 0.05. This means that there is no causal relationship between the Indonesian 
sharia stock index variable to the market capitalization variable. Thus, it can be said 
that there is only a one-way causality relationship between the market capitalization 
and Indonesian sharia stock index variables. Where the condition of market 
capitalization in the past affects the trading value of Indonesian sharia stock index 
in the present. While Indonesian sharia stock index trading value conditions in the 
past did not affect the current market capitalization value. 
 
CONCLUSION 
The conclusion of this empirical study i.e. (1) Based on the causality test that 
there is only a one-way causality relationship between the Indonesian sharia stock 
index and market capitalization variables. Where the condition of market 
capitalization in the past affects the trading value of Indonesian sharia stock index 
in the present. Whereas Indonesian sharia stock index trading value conditions in 
the past did not affect the current market capitalization value; (2) The VECM test 
results show that the current trading value of Indonesian sharia stock index is 
affected by market capitalization on the Indonesia stock exchange a month ago. In 
line with the results of the causality test which has only a one-way relationship, the 
rise or fall of the market capitalization value on the Indonesia stock exchange this 
month is not affected by the Indonesian sharia stock index trading value. 
Furthermore it seems that investors are suspected to be more dominant in seeing the 
magnitude of the market capitalization on Indonesia stock exchange instead of 
seeing the specific trading value of sharia stocks when trading on the Islamic capital 
market; (3) impulse response test indicated that the shock given by market 
capitalization gives much greater effect than Indonesian sharia stock index. This 
means that if there is a change in the market capitalization on Indonesia stock 
exchange then the sharia stock index trading value will respond strongly in the 
second and third month before then heading to a new stable condition; and (4) The 
variance decomposition test shows that the value of market capitalization is 
relatively important and plays a role in changes in the value of sharia stock trading, 
while sharia stocks have relatively no role in changing the value of market 
capitalization. 
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